What we do
• We assess the degree of HFT correlated trading on the LSE and its impact on price efficiency HFT Identification
• From the 1,200 reporting firms we identify 28 as HFT -Identification from discussions with FCA market supervisors -Within this group we identify 10 HFTs that collectively account for more than 95% of the entire volume of the group -These HFTs account for about 25% of volume in our data; this is similar to the 25-30% market share of the group of pure HFTs identified by Hagstromer and Norden (2013) on NASDAQ-OMX Stockholm
• We do not pick up HFT trading within large financial conglomerates (e.g. investment banks and multi-desk hedge funds)
• We also use as a control group the 10 largest (by turnover) • Estimated by pooling across stocks • Stock-specific intercepts
Model:
• HFT correlated trading is likely information-driven and contributes to price efficiency! 1-min specification shown above; 5-min results similar
• HFT correlated trading associated with a permanent price impact
• IB correlated trading associated with price reversals
Summary
• We find that at high-frequencies, HFT order flows in a given stock are positively correlated and significantly more so than a control group of IBs
• HFT correlated trading is associated with a permanent price impact, IB correlated trading is associated with price reversals
• This suggests that HFT correlated trading is information-driven and unlikely to contribute to undue price pressure and price dislocations on a
